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ABSTRACT 

This paper is concerned with research issues that 
must be faced in assessing the potential subnational effects of 
proposed income maintenance programs. The paper is divided into 
discussions of four major tasks that must be performed by policy 
analysts. The first is simply to list program provisions that may 
have important subnational effects, either directly or by changing 
the behavioral patterns of participating families. The second task is 
to construct a set of socioeconomic indicators whereby these effects 
can be gauged in a manner readily comprehensible to policymakers. The 
third task is to develop a theoretical framework appropriate for 
analyzing these effects systematically. The fourth task involves 
actually obtaining the information necessary to predict the changes 
in the socioeconomic indicators that would result from adoption of 
the proposed income maintenance alternatives under consideration. 
Successful completion of these tasks depend on resolving a set of 
fundamental research issues that do not change as the geographic 
dimension of primary interest varies. Thus, although all the topics 
discussed in this paper are relevant to assessing the potential 
subnational implications of alternative income maintenance programs, 
many are equally pertinent to examining potential national effects. 
(Author/JM) 
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ASSESSING REGIONiVL EFFECTS OF INCOME MAINTENAiNCE PROGRAMS: 
A GUIDE TO POLICY ANALYSIS^" 

Julie DaVanzo and David H. Greenberg 

The notion that the nation's welfare system has "failed" has become 
almost universally accepted, but hardly any consensus has developed on 
what should replace it. From a national perspective, this lack of agree- 
ment stems significantly from uncertainty over the ultimate cost of 
proposed alternatives to the present welfare system and the extent to 
which these alternatives would alter existing behavioral patterns of those 
who participate. From a subnational"^ point of view, the range of uncer- 
tainty is even greater. The issues here involve the implications of various 
proposals for state and local welfare budgets, the impact of these proposals 
on the geographic allocation of federal transfer payments to the poor, and 
the proposals* differential regional effects on various dimensions of human 
behavior. In fact, some of these ^-ehavioral effects, such as those influ- 
encing the migration of people or physical capital, are subnational by 
nature. Others, such as changes in labor supply, may differ substantially 
from one area to another. 

This paper is concerned with research issues that must be faced in 
assessing the potential subnational effects of proposed income maintenance 
programs, a job that has barely begun. The paper is divided into discus- 
sions of four major tasks that must be performed by policy analysts if 
they are to help policymakers evaluate these effects. The first of these 
tasks is simply to list program provisions that may have important 



This paper is based on a larger study (Julie DaVanzo and David H. 
Greenberg, Sug^gestions for Assessing Demographic and Economic Effects oX 
Income Maintenance Programs , R-1211-EDA, The Rand Corporation, June 1973) 
that was supported by the Office of Economic Research of the Economic 
Development Administration, Department of Commerce. The authors are 
grateful to Rand colleagues W. P. Butz, D. N. De Tray, P. Morrison, G. 
Nelson, and A. H. Pascal, and to T. P. Schultz of the University of 
Minnesota for commenting on earlier drafts of this paper. 

■^In the term "subnational" we include any geographic entities — 
regions, states, cities, rural areas, urban areas, etc. — that are of 
policy interest. Except when otherwise indicated, our comments apply 
equally to all geographic unit of interest. 
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subnational effects, either directly or by changing the behavioral patterns 
of participating families. Examples of spheres of individual or family 
behavior that income maintenance legislation may affect include labor supply, 
the propensity to migrate, investments in human capital (such as in schooling 
and on-the-job training), consumption patterns, the propensity to marry and 
to stay married, and fertility. The second task is to construct a set of 
socioeconomic indicators whereby these effects can be gauged in a manner 
readily comprehensible to policymakers. The third task is to develop a 
theoretical framework appropriate for analyzing these effects systematically. 
The fourth task involves actually obtaining the information necessary to 
estimate the magnitude of these effects, that is, to predict the changes 
in the socioeconomic indicators that would result from adoption of the 
proposed income maintenance alternatives under consideracion. 

Successful completion of these tasks depends on resolving a set of 
fundamental research issues that do not change as the geographic dimension 
of primary interest varies. Thus, although all the topics discussed in 
this paper are relevant to assessing the potential subnational implications 
of alternative income maintenance programs, many are equally pertinent to 
examining potential national effects. 

PROVISIONS OF INCOME MAINTENANCE PROGRAMS 

Income maintenance systems encompass one or more of the following 
program components: negative income tax plans, wage subsidies, government- 
created jobs, and income-in-kind programs such as food stamps and subsi- 
dized housing and medical care. The income maintenance programs most 
intensively investigated by social scientists and most seriously considered 
by Congress over the last few years, such as the Family Assistance Plan 
(FAP) , are those incorporating negative income tax features; for purposes 
of illustration, we shall also generally refer to this type of program. 
However, most of the points we make are equally relevant to other types 
of income maintenance programs. 

In discussing negative income tax programs (or other income main- 
tenance programs) , researchers have tended to emphasize the two most 
prominent program parameters: the base level of support and the tax 
rate. The base level of support defines the income guarantee — that is, 
a floor under household income. Viewed somewhat differently, the base 
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level of support is the 'uu^^wn income transfer a household can receive under 
the program, in general, the transfer amount is reduced as more income is 
received from nonprogram sources. In effect this means chat nonprogram 
income is taxed. The proportion of nonprogram income that is subtracted 
froRi the base level of support is commonly referred to as the program tax 
rate. 

fhe values of the guarantee level and tax rate for any negative income 
tax plan actually implemented will probably vary among classes of house- 
holds; their values for any single household are determined by other program 
provisions. Through these provisions households would be assigned to various 
administrative categories, each of which is associated with a unique set of 
tax rates and income guarantees. We briefly discuss these provisions under 
the general headings coverage, exemptions, work regulations, and other 
provisions. 

Coverage 

The type of coverage provided a given household is usually contingent 
upon the household's demographic characteristics, particularly the number 
of persons in the household, their age and sex, and the location of their 
residence. For example, under the existing welfare system or under various 
proposed forms of FAP, the base level of support increases with the size of 
the household. Many negative income tax proposals would also provide higher 
guarantee levels (and higher tax rates) for households headed by persons of 
retirement age. On the other hand, childless persons who have not yet 
reached retirement age are entirely excluded from program benefits under 
many proposals. 

Exemptions 

Under most negative income tax proposals, certain types of non-program 
income would be exempt from taxation. Moreover, even income that is defined 
as "taxable" may be subject to different tax rates, depending upon its 
source. For example, under FAP, the wage income of participants would have 
been taxed at a lower rate than their income from nonemployment sources. 

Work Regulations 

Many negative income tax proposals include a requirement that adult 
members of participating households who do not have child-care responsi- 
bilities register for work or training. The usual penalty for failure 



^ "^See, for example, H.R. 1, June 1971. 
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to comply is a reduction in the househoid^s base ievei of support. 
Other Provisions 

Some participants in any negative income tax program actually imple- 
mented will probably also be eligible to participate in other income mainte- 
nance programs, such as social security, unemployment compensation, health 
care subsidies, day-care services, food stamps, and public housing. These 
programs oft^n incorporate income guarantees or tax rates of their own. 
Depending on various program provisions, coverage under these additional 
programs will vary among the households participating in a negative income 
tax plan. As a result, when the full set of income maintenance programs 
is taken into account, different classes of households will be provided 
with different levels of basic support and subjected to different tax rates. 

Guarantee levels and tax rates for households are also likely to vary 
by geographic location. The precise extent of geographic variation, how- 
ever, will be contingent upon program provisions for cost-of-living adjust- 
ments and for state supplementation of federal income transfers. Proposed 
legislation to replace the present welfare system by a program such as FAP 
would tend to dampen, but not eliminate, existing regional variation in 
program parameters. 

Another program provision that may have an influence on the transfer 
amounts received by different households is the length of the accounting 
period over which program benefits are calculated. For example, if the 
accounting period is six months long, it is possible under some negative 
income tax proposals for a household that receives all of its nonprogram 
income during the first six months of a given year to qualify for program 
benefits during the last six months, whereas a similar household, receiving 
the same jck^iuu^ nonprogram income but in equal parts throughout the year, 
does not quality. 

SOCIOECONOMIC INDICATORS 

An important requirement for analysis of income maintenance programs 
is the formulation of socioeconomic measures that clearly show program 
effects to policymakers, llie goal of income maintenance research should 
be to predict accurately the values of such indicators under alternative 
programs. Comparisons with pre-program values for these indicators would 
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then allow potential program- induced changes to be estimated. The indica- 
tors should be sufficiently flexible to satisfy the particular needs of 
different sets of policymakers — for example, those at the regional as 
well as the national level — but there must not be so many of them as to 
overwhelm their users in a sea of numbers. 

Projected changes in the indicators should be calculated for various 
geographic regions, as well as for the nation as a whole. Some of the 
potential effects of income maintenance programs, such as the migration 
of people or physical capital, are essentially subnational by nature and 
will cancel out if examined only at the national level. In addition, for 
several reasons, even effe^La LlidL ucui ue iiieci£>uj.ea ciL <i ndLiuudl level, 
such as changes in labor supply, may differ substantially among areas. 
First, as mentioned above, the provisions of an income maintenance program 
may vary geographically. Second, the proportion of persons eligible for 
income maintenance payments will not be the same in each location since 
some areas contain more poor families than others. Third, the demographic 
composition of various subnational populations differs, and different 
demographic groups — for example, various age groups — may respond differ- 
ently to an income maintenance program. Fourth, behavioral response 
parameters, even for a given demographic group, may vary geographically. 
Computing changes in the indices for separate geographic areas permits 
examination of the regional allocation of program transfer payments. It 
also allows assessment of the effects of alternative income maintenance 
programs on each region's economy. 

The indicators must convey several different types of information. 
These are discussed below. 

Effects on Poverty 

Presumably, the raison d^etre for income maintenance programs aimed 
at the poor is the mitigation, if not the eradication, of poverty. The 
effectiveness of a program as an anti-poverty device is perhaps most 
naturally measured by comparing the number of persons or households who 
would be poor if the program were implemented with the number who would 
be poor were it not. One difficulty with this measure is in finding an 
operational definition of "poverty." A poverty line — a money income 
level sufficiently high to bring a family out of poverty — must be deter- 
mined. The most commonly used poverty lines are federal standards, 
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which were initially developed in 1964 by the Social Security Administra- 
tion and are adjusted annually for changes in price levels. Although 
most users of these standards acknowledge that they are arbitrary, and 
considerable controversy rages over whether they are set too high or too 
Low, they are probably adequate for comparing alternative income mainte- 
nance programs. 

ft mav not be sufficient to compare thece programs by simply counting 
the Kiir\ccp of persons or families who cross a poverty line. A program 
that concentrated only on those whose incomes are slightly below the 
poverty line might then be judged superior to another program that actually 
uiu more lo alleviate poverty but concentrated on those whose incomes are 
far below the poverty line. It may be better to assess the effects of the 
program on the basis of the total amount by which incomes that fall below 
the poverty line are in fact raised (that is, by how much the aggregate 
"poverty gap" is reduced). 

Budgetary Costs 

Public discussions of the "costs" of proposed income maintenance 
programs are usually concerned with the amount of income transfers that 
will actually be paid, the administrative costs, and changes in expendi- 
tures in existing programs that are associated with the introduction of 
the new programs. It is particularly important that such budgetary costs 
be projected separately for different units of government, since a budge- 
tary increase at one level of government, say the federal, may in part 
be offset by a budgetary decrease at another level, say the state. Had 
FAP been implemented, this might have been one of its more important 
effects. 

Market Output 

Changes in transfer payments expenditures do not necessarily reflect 
program effects on the real resources that are used by an economy. These 
effects, however, will be partly reflected by program-induced changes in 
the earnings of participants — a measure of the market output these persons 
produce — and, at a more aggregate level, by changes in the Gross National 
Product or in measures of regional output. Relative expenditures for 
various market goods and services may also change. Such change would occur 
if the program causes adjustments in the behavior of participants — for 
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example* in tue number of hours they supply to the labor market or in their 
geographic mobility.. These behavioial changes and Lheir relation to the 
socioeconomic indicators are discussed in greater detail later. 

De mand for Government-Provide d _Coods and Service s 

Program-induced changes in behavior may result in increased or decreased 
use by the poor of such publicly provided goods and services as education, 
medical care, and the State Employment Service. From one point of view, 
such changes will be reflected by the budgetary expenditures for these 
services, but from another point cf view, they may appear as changes in 
the educational attainment and the wage rates of the poor. 

Distribution of Income 

Almost by definition, the income transfers provided by a new income 
maintenance program will change the distribution of income among income 
classes, demographic groups, and geographic regions. Projection of these 
changes will indicate which groups will be relatively better off and which 
will be relatively worse off. Potential program distributional effects 
may be estimated by projecting the total post-program disposable personal 
income of each income group. 

P opulation Distribution 

Later, we suggest a number of reasons why income maintenance programs 
may influence family migration decisions. Program effects on migration 
should, of course, be indirectly reflected by the socioeconomic indicators 
that are used to measure many of the program effects discussed above, such 
as those on market output within a geographic area, on interregional income 
distribution, and on state and local welfare budgets. Nevertheless, migra- 
tion is a sufficiently important policy area that policymakers should also 
be provided direct measures of program-induced changes in the number and 
demographic composition of migrants to and from various regions. 

Dissatisfaction on the Part of Nonparticipants 

Income maintenance programs that cause uneasiness among nonpartici- 
pants, many of whom pay for the program, are likely either not to last very 
long or to place considerable stress on the social fabric; the current wel- 
fare system is a good example of the latter. Thus, it is useful to antici- 
pate potential sources of si'ch dissatisfaction as early as possible. 
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Several of these, such as budgetary costs and income distributional effects, 
are captured by some of the indicators already mentioned. 'rv;o other poten- 
tial sources of dissatisfaction on the part of taxpayers may be (1) reduc- 
tions in work effort by transfer payment recipients, as measured by changes 
in the number of such person? who participate in the labor force and in the 
number of hours they work, and (2) increases in the number of persons 
receiving transfer payments — that is, increases in the welfare case load. 

Nonmarket Activities 

Although the indicators listed above are rather conventionally used, 
they tend to provide only limited perspective on program effects on the 
social welfare. For cAaunjle, t^ucm^ea in Lh^^ dggie^aLt; puveiLy gap ui in 
family income are usually measured in dollar terms. However, if, after 
a program is implemented a family withdraws so many hours from the labor 
market that its money income actually decreases, this does not mean that 
the ramilv now perceives itself ac being worse off. Reduction of its time 
in the labor market indicates that it now feels this time is more valuably 
spent engaging in nonmarket activities. A family's well-being includes 
the value of time outside the labor market as well as its value in the 
market. This is an important element of the "household production model," 
a theory of family decisionmaking that is discussed in the next section. 

PROGRAM- INDUCED CHANGES IN BEILWIQR 

Accurate predictions of program-induced changes in economic indicators, 
such as those just discussed, cannot be obtained without knowledge of how 
people change their behavior in response to various program provisions, 
Obtaining such knowledge depends on guidance from a conceptual framework 
that identifies possible causal links between specific factors in families* 
surroundings and specific aspects of people's behavior. Such a framework 
serves four functions: (1) It directs the researcher's attention toward 
aspects of behavior that may be significantly, though perhaps only indirectly, 
affected by an income maintenance program. (2) It indicates the specific 
characteristics of data needed to identify which o^ the caasal links sugges- 
ted are actually quantitatively important. (3) It specifies the character- 
istics of the empirical model that will be estimated with data. (A) It helps 
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determine the correv^c statistical method to be used in estimation and in- 
ference . 

The conceptual framework that we feel is most appropriate for examin- 
ing the behavioral implications of income maintenance programs is the "house- 
hold production model. Tliis model has several important advantages for 
such studies: (1) The family is the decisionmaking uait in this model; 
decisions about the types of behavior likely to be affected by welfare 
reform are made in a family context; (2) the model has been extended to 
study changes in family behavior j'Oev time; (3) the model measures individual 
ana famiJy well being by their "full income"— the value of all their fime, 
including time spent in productive nonmarket activities such as rearing child- 
ren — ciud nut uitiLely by Llieii- uiuiic^ liiv-uuic catiu uliorcby allow5 many different 
dimensions of behavior to be analyzed. 

The essential characteristics of this model have been succinctly sum- 
2 

marized by Smith: 

The family is viewed as if it were a small firm producing 
its ultimate wants within the household. To satisfy these wants, 
the family (firm) purchases market goods and services as one input 
in the production process.... The novelty and content of the house- 
hold model come from the assumption that purchased market goods are 
not the sole inputs used by the family. Instead, households com- 
bine market goods with the time of various family members in order 
to achieve more basic desires. Families are therefore implicit 
demanders of their own scarce time resources. To illustrate: the 
coimnodity "enjoyir.ent of a play" is ultimately consumed by purchasinp, 
directly such market goods as a theater ticket, travel to and from 
the theater, and babysitting services. Also, a considerable amoun'. 
ui time (which has alternative uses) of those family members who are 



^See Gary Becker, "A Theory of the Allocation of Time," Economic 
Jjumaly Vol. 75, September 1965, pp. 493-517, and Kelvin J. Lancaster, 
"A New Approach to Consumer Theory," Journal of Political Economy, Vol. 75, 
April 1966, pp. 132-157, for the semi ;al articles on this model. For 
exDOsitions of this model in the context of welfare reform analysis, see 
Dennis N. De Tray, /] Corxoeptual Basis for the Study of Welfare Refor^n 
Ef^'^ectSy R-1066-DOC, The Rand Corporation, Santa Monica, September 1972; 
Dennis N. De Tray, A General Economic Frar^^jwork for Welfare Reform^ Analyois, 
R-1346-OEO, The Rand Corporation, July 1973; and James P. Smith, Fojnily 
Decisio>V'ukin^j '):ev the Lif-: Cjcle: Come rmplications for E.^stimating th 
Ejfeots of Income Maintcnar.cc PronramQ, R-1121-EDA/0E0, The Rand Corpora- 
tion, ^'ovember 1973. 



James P. Smith, Op.Cit. , p. 6-7. 
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involved is used up (in watching the play) and must properly 
be viewed as part of the full cost of consumf tion. . . . 

This approach differs from the traditional one since the 
price of <>ij commodity nov; has two components--the money goods 
price and the time p>ico. The latter has been er-^lly neglec- 
ted in the traditional approach, but both re t il promi- 
nence in the theoretical structure of the nc .el. The 
relative empirical importance of the two components depends, 
of course, on their respective shares in the cost of producing 
an activity. 

This model and other considerations indicate that behavioral changes 
following the introduction of an income maintenance program can be traced 
to three major sources: 

1. A new program will change the income and wealth positions of some 
households, consequently changing the amount and possibly the mix of '*con. 
modities" these households consume. Since these commodities are produced 
at home by combining market goods and the time of family members, a change 
in the demand for commodities will affect the derived demands for time and 
goods, and hence the household's allocation of time among home and labor 
market activities and its purchases of market inputs may change. 

2. Some types of income may be taxed more heavily under the program 
than others. One would expect households to tend to shift their efforts 
toward obtaining those types of income that are subject to relatively low 
tax rates. Moreover, there is one particular type of ^'income*' that will not 
be taxed at all: the value a household places on goods and services that 

it does not purchase in the market place but produces itself (home repairs, 
for example). In other words, time exchanged for market goods and services — 
time in the labor market — is taxed under income maintenance programs, but 
time sppnt producing nonmarket goods and services or used directly in con- 
sumption activity is not. As a consequence, household commodities that 
require large inputs of goods and services purchased in the market become 
more expensive to households relative to those that require large amounts 
of nonmarket time. The relative consumption of the fiist type of commo- 
dity should, therefore, decline. 

3. It was noted earlier that income maintenance programs usually 
establish various categories, each associated with a different set of tax 
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rates and income guarantee levels. Other things equal, households will 
tend to tailor their behavior (by getting married or having a child, for 
example) so that they will be placed in the category that offers them the 
most advantageous terms. 

The ways in which these factors operate to change behavioral pat- 
terns are best illustrated by discussing the dimensions of behavior that 
might be affected by an income maintenance program and by indicating how 
changes in the socioeconomic indicators discussed above will reflect these 
behavioral changes. 

CilAMGE S LABOR SUPPLY 

Several diiferent provisions of negative jLncome tax programs may 
affect the labor supply of participating households. First is the income 
subsidy paid under such programs. Workers can use at least part of this 
subsidy to replace earnings given up by choosing to work fewer hours. 
In other words, the rubsidy can be used to "purchase" time to engage in 
nonmarket activity. Second, such programs impose a tax rate on earnings, 
thereby changing the amount of market goods and services that can be 
obtained in return for an hour^s work, but not the value of productive 
time spent outside the labor market. Third, program provisions may 
stipulate that under certain conditions failure to accept a job offer will 
cause the amount of the Svitisidy Lo be reduced. 

The range of empirical estimates of the labor supoly response to the 
introduction of an income maintenance program is curren,:ly unacceptably 
large. For programs similar to the Family Assistance Plan, estimate*^; of 
the rational labor supply reduction for prime age males based on non- 
experimental data have ranged from 0 to over 30 percent;"^ the information 

so far available from income maintenance experiments implies that little 

2 

reduction in the hours of prime age males will take place. 



See G. C. Cain and H. Watts (eds.). Income Maintenance and Labor 
Supply: Ejonometric Studieo, Markham Press, Chicago, 1973; and Julie 
Da Vanzo, Dennis N. DeTray, and David H. Greenberg, Estimating Labor 
Supply Response: A Sensitivity Analysis, R-1372-OEO, The Rand Corporation, 
Santa Monica, December 1973. 

^See the papers on the New Jersey Income Maintenance Experiment in 
the Spring 1974 issue of the Journal of Hman Resources. 
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Especially little is as yet known about whether labor supply para- 
meters vary geographically, although preliminary evidence from at least 
one study suggests that regional variation may be rather substantial. 
There are a number of reasons to anticipate such variation. For example, 
"tastes" for work will vary with the influence of the work ethic or the 
precept that "a woman's place is in the home." Factors such as the 
weather and nearby recreational opportunities will directly influence 
the opportunity costs of time in the market. Similarly, houses may re- 
quire more time for upkeep in some areas than in other areas, or some 
regions may offer greater opportunity for nonmarket production, such as 
growing one's own food. On the other hand, it may be relatively less 
expensive in some regions to substitute market goods or services for one's 
own time in household production. The relatively low price of servants 
in some parts of the South is the most obvious example. 

Policymakers havt at least five reasons to be concerned about the 
magnitude of the labor supply response to the introduction of an income 
maintenance program: 

1. The number of hours worked is a major determinant of the amount 
of goods and services produced by the economy. 

2. The transfer costs of the program depend on the work effort of 
participants. For example, if participants reduce their hours of market 
work, thereby causing their earnings to fall, part of this loss of earnings 
will be replaced by program-sponsored income transfers. 

3. Presumably one goal of policymakers in designing income mainte- 
nance programs for the poor is to improve participants' money incomes. 
Since most negative income tax programs would replace only part of any 
earnings loss resulting from an hours reduction, such a reduction would 
lessen program effectiveness in increasing the money incomes of the target 
population. 



David Greenberg {Income Guarantees and the Working Poor in l^ei) York 
City: The Effect of Income Maintenance Programs on the Hours of Work of 
Male Family Heads^ R-658-NYC, March 1971) has estimated labor supply 
functions for (1) a national sample, (2) central cities, (3) large central 
cities, and (4) New York City. He has found the parameters to differ con- 
siderably among the four samples. 
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4. Tlie political acceptability of the program also hinges on its 
effect on labor supply. The Protestant ethic implies that work is good 
per se and especially good for the poor. Thus, policymakers and taxpayers 
seem much less resistant to subsidy payments that are used by poor house- 
holds to purchase goods and services than they are to payments used to 
replace earnings losses caused by a reduction in market work. 

5. Changes in hours worked may alter the geographic allocation of 
the supply of low-wage labor, especially if wage and income response para- 
meters vary geographically < Thus, firms may relocate. 

These areas of concern are to some extent accounted for by the socio- 
economic indicators discussed earlier. For example, attitudes of tax- 
payers toward the program and its participants are likely to be most affected 
by the magnitude of the changes in hours itself and by changes in the number 
of welfare recipients who participate in the labor force. However, changes 
in the output of market goods and services that these hours adjustments 
entail are best measured by aggregate changes in earnings. Program budge- 
tary costs are directly measured by the change in total welfare transfer 
payments resulting from implementation of the program, and program effec- 
tiveness in improving the money incomes of the poor is reflected by changes 
in the total disposable personal income of participants and by changes in 
the aggregate poverty gap. If knowledge of program-induced labor supply 
adjustments were available, the importance of these adjustments could be 
estimated by comparing (1) projections of the changes that will occur in 
total welfare transfer payments, Khe aggregate poverty gap, and participants' 
total disposable personal income with (2) what they would be if the labor 
supply remained unaltered. 

CHANGES LN MIGRATION FLOWS 

Among other reasons, people may migrate because a new area offers 
better employment opportunities, greater consumption returns (for example, 
a superior climate or the opportunity to live closer to relatives), lower 
living costs, and, perhaps, in the case of some poor families, superior 
income maintenance programs. By changing the level of income supplements 
available to certain households and the set of tax rates that these house- 
holds face, any new Income maintenance program will affect the likelihood 
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of moving for one or more of these reasons. The mechanisms through which 
these factors «^porate are briefly summarized here.^ 

The income supplement associated with a negative income tax program 
will increase the gross flow of migrants by facilitating the financing 
of migration, subsidizing job search^ and providing income insurance in a 
new area. On the other hand, the tax rate on earnings, if higher than those 
tlie family is curiently facing, will reduce a recipient family's potential 
earnings in all locations and thus decrease the absolute earnings differen- 
tial available by moving to a new location; this is expected to weaken 
the incentive to search for and migrate for better job opportunities. How- 
ever, a higher tax rate will also reduce any earnings foregone during the 
time the migrant is between jobs. This will tend to mitigate the negative 
effect on migration of a smaller labor market return. 

At present the average monthly welfare payment per recipient varies 

2 

considerably among states. It has been alleged that these interstate 

discrepancies encourage "nonproductive" migration from low-benefit states 

3 

to those with more attractive programs. Congressionally enacted welfare 



These are discussed in greater detail in Julie Da Vanzo, H7t Analytical 
Frxnework for Studying the Potential Effects of an Income Maintenance Pro- 

on U.S. Interregional Mgration^ R-1081-EDA, The Rand Corporation, Santa 
Monica, December 1972; and Julie Da Vanzo "Assessing the Potential Impact of 
Income Maintenance Program on Migration: Hypotheses and Suggestions for 
Research," P-5006, The Rand Corporation, Santa Monica, May 1973. 

2 

For example, in 1966 tiie average AFDC grant per recipient was $8 per 
month in Mississippi, but $48 per month in New York. R.A. Cloward and 
F. F. Piven, "Migration, Politics, and Welfare," Saturday Review^ November 
16, 1968, point out that eligibility requirements and administrative pro- 
cedures also exhibit considerable interstate variation. 

3 

For examples of such allegations see the list of quotes in Robert 
D. Reischauer, "The Impact of the Welfare System on Black Migration and 
Marital Stability," Columbia University, Ph.D. dissertation, 1971, p. 68, 
footnote 74. Available evidence does not lend very strong support to the 
hypothesis that (potential) welfare recipients tend to move to areas with 
attractive welfare programs. However, most studies have considered only 
interregional discrepancies in benefits, neglecting differences in eligi- 
bility requirements and administrative procedures. 
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reform measures are likely to establish national standards that reduce 
the discrepancies in interstate welfare payments, although the extent 
to which this happens will depend or. provisions for state supplements 
and cost-of-living adjustments. Th.Ls should reduce any existing welfare- 
motivated migration. In addition to the effects of income supplements and 
tax rates, income maintenance programs may also facilitate migration through 
provisions for moving allowances, job locations, and information services. 

Partly because of the multiplicity of possible effects on migratory 
patterns by proposed income maintenance programs, existing empirical studies 
of migration are inadequate for predicting how net migration between given 
pairs of regions would be affected. In fact, it is not even clear at the 
present time whether these programs would increase or decrease the propor- 
tion of the population that annually migrates. It is important, however, 
that policymakers be provided with this information; along with the other 
program behavioral effects, the changes in the sizes and compositions of 
regional populations that result from the effects of income maintenance 
programs on the volume, direction, and demographic composition of migra- 
tion flows will determine the regional distribution of program transfer 
payments. Program-induced population redistribution also can be expected 
to have important consequences for regional economic growth and development- 



CHANGES IN CONSUMPTION PATTERNS 

Changes in income levels and tax rates that result from the intro- 
duction of a new income maintenance program have obvious implications for 
consumption patterns. For example, if income increases, other things equal, 
a family will buy larger quantities of all goods whose income elasticities 
exceed zero, and will especially increase its consumption of commodities 
with very high income elasticities."^ Some of these increases in expendi- 
tures will be recirculated through the economy and, through "multiplier 
effects," should generate additional increases in expenditures, outputs, and 
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"^A staff study sponsored by the President's Commission on Income 
Maintenance Programs tentatively concluded that "for most [poor] persons 
50 to 70 percent of any increment in income will be spent on the three 
basics, food, clothing, and shelter" and that "substantial portions of 
additional expenditures would be devoted to transportation, tobacco, and 
alcoholic beverages, and reading, recreation, and education." Chapter 4. 
on "Household Consumption," in Baokground Papers, President's Commission 
on Income Maintenance Programs, 1970, pp. 79-84. 
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incomes. These will be reflected by changes in disposable personal 
income and in other socioeconomic indicators for the nation as a whole 
and for subregions. 

However, the extent and direction of multiplier effects are unclear, 
a priori. First, any change in transfer income receipts that follows the 
adoption of an income maintenance program may be at least partly offset 
by an opposite change in earnings. This would occur, for example, if 
a program that increases transfer receipts also induces a reduction in 
hours of work and, hence, in earnings. Second, if a new program is 
funded through a tax increase, any increase in transfer income received 
by participating families may be offset by a corresponding reduction 
in the disposable personal income available to nonpar ticipating families. 
Of course, if the marginal propensity to consume of the low-income 
recipient population exceeds that of the nonrecipient population, posi- 
tive multiplier effects may still be produced. Moreover, the geographic 
distribution of income is almost certain to change. Thus, positive mutli- 
plier effects may be produced in regions with a disproportionate number 
of poor persons and negative multiplier effects occur in wealthier areas. 

In addition to changing the magnitude and composition of recipients' 
income, an income maintenance program that taxes wages will change an impor- 
tant component of the cost of consumption: the price of time. As mentioned pre- 
viously, such a program would tax time spent working (market time), but 
would not tax productive nonmarket time. Increases in the tax rate on 
earnings resulting from the introduction of an income maintenance pro- 
gram will cause commodities that use large inputs of nonmarket time to 
become less expensive relative to chose using a large proportion of 
market goods and services. "Enjoyment of Children" is one such time- 
intensive commodity. An increase in the tax rate on earnings may make 
children more attractive to households because the earnings that are for- 
gone by staying home and caring for them have, in effect, been reduced. 



For a more detailed discussion of the macroeconomic implications of 
a negative income tax program, see Christopher Green, "A Macroeconomic 
Analysis of the Economic Impact of Negative Income Taxes," in Technical 
Studies^ President's Commission on Income Maintenance Programs, 1970, 
pp. 101-119. 
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Another feature of specific forms of income maintenance legislation 
that may also increase the demand for children is the provision in many 
proposed programs that no family can receive benefits unless it has at 
least one child. In addition, even after a family qualifies for benefits, 
the guarantee level under many proposed income maintenance programs is 
positively related to family size. For example, under H. R. 1 the marginal 
value of the first child to a couple with nonprogram income woulvd have been 
the base level of support, $2000 a year; the marginal values of a second 
and third child, $400 each. Thus, if a child adds less to household costs 
(both psychic and monetary) than the value of welfare benefits, the family 
might restyle their lives — that is, have a child they might not otherwise 
have had — in order to move into the recipient class or receive additional 
benefits. Furthermore, some programs include provisions for subsidized 
day care. This may have a positive effect on desired family size by 
reducing the time cost of children. 

Through its income and price effects, the imposition of an income 
maintenance program will affect a family's demand for publicly provided 
services as well as its demand for private goods. Important examples of 
such services are publicly funded schools and subsidized medical care. The 
money price of these services to recipients is either zero or very low. 
A major (if not the only) cost of such services to the recipient is the 
time that must be used in their consumption."^ In other words, the con- 
sumption of public goods tends to be very time intensive. Thus, any 

increase in tax rates that results from imposition of a negative income 

2 

tax program should produce an increase in the demand for public goods. 



Recent empirical studies of the demand for medical services have indi- 
cated that time-price elasticities tend to rise as money prices fall. See 
Jan Acton, Demand for Health Care Among the Urban Poor^ with Special Emphasis 
on the Role of Time^ R-1151-0E0/NYC, The Rand Corporation, Santa Monica, 
April 1973; and Charles Phelps and Joseph Newhouse, Coinsurance and the 
Demand for Medical Services y R-964-0E0, The Rand Corporation, Santa Monica, 
April 1973. 
2 

A tax on earnings will reduce the time price of consuming public goods 
for individuals with market options for their time; it will not necessarily 
increase the demand for such goods for persons who do not customarily par- 
ticipate in the labor force, for example, young children. An increase in tax 
rates on wages may encourage older children to stay in school longer but have 
little effect on school attendance by younger children. 
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c^ia:sGES in \mm ovpital investments 

The primary types of investments made by likely participants in income 
maintenance programs are those in their own human capital — schooling, 
on-the-job training, and so forth. Since investments in human capital 
typically require sizable inputs of time, the effects of changes in income 
levels and tax rates on such investments should be similar to the effects 
of such changes on time-intensive commodities. For example, an increase 
in tax rates on earnings would be expected to increase the demand for job 
training and other forms of human capital by reducing the opportunity costs 
of such investments. ^ Program-associated increases in income levels should 

increase the demand for investments in human^capital by facilitating their 

, .2 
internal financing. 

The fact that income maintenance programs place a floor under income 
may also encourage investments in human capital because many forms of invest- 
ments in human capital, such as migration, job search, and specialized 
training, tend to be relatively risky ventures; by reducing future variance 
of income, the income floor reduces the risk associated with the investment. 

Therefore, any new income maintenance program that raises the income 
levels and tax rates of its participants is also likely to increase the 
number of households willing to invest in human capital. Assuming a corres- 
ponding increase in the supply of sources of those investments, such as 
training facilities, the long-run result could be an increase in the market 
earnings of such families and, hence, a decrease in their participation in 
the programs. 



However, this incentive may be offset if post-investment earnings 
remain sufficiently low that the investor is still eligible to partici- 
pate in the program. In this case, the tax rate will lower the eventual 
return expected as a result of investments in human capital. 

2 

The receipt of program funds may also increase a person's ability 
to borrow from external sources because the income floor decreases the 
risk of default. 
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OCTAINING INFORMATION ON THE EFFECTS OF INCOME MAINTENANCE PROGRAMS 

Our previous discussion indicates that to measure the effects of in- 
come maintenance programs, one must first estimate the direction and magni- 
tude of behavioral responses to program-related changes in wage rates and 
family income. The two principal alternative approaches to obtaining 
information on how wage and income changes affect behavior are through data 
generated by controlled social experiments and through inferences from non- 
experimental data collected by household surveys. 

Under either approach, a critical issue for determining the regional 
implications of income maintenance programs is the extent to which behavioral 
responses to wage and income changes vary geographically. To minimize 
administration costs, social experiments are almost always confined to rela- 
tively small geographic areas; thus, the question of their applicability 
to regions not covered by the experiment is of obvious importance. As 
opposed to experimental data, most of the better non-experimental data are 
based on national samples of households. However, it is frequently impos- 
sible to divide such national samples into subsamples that closely correspond 
to the regions of interest."^ In addition, as a sample is subdivided, sub- 
samples can become quite small. This problem is compounded because, in 
addition to regional variation in behavioral parameters, it is also important 
to know whether the parameters vary by size of place, age, race, sex, and so 
forth. As the number of observations in a subsample shrinks, the reliability 
of inferences based on that subsample is weakened. 

THE EXPERIMENTAL APPROACH 

Under the social experiment approach, a sample of selected households 
is randomly divided into subgroups. Wage and income conditions are then 
made to vary among the groups and the behavior of the groups compared. For 
example, households that participate in a pilot program can be compared with 
a control group of similar households that do not participate. 

■^Ideally, one would like to have data that give tk3 household's area 
of residence by a relatively small geographic unit, such as state, SMSA, or 
county. Unfortunately, many household-level data sets suppress detailed 
information on residence to maintain confidentiality and provide information 
only on larger geographic units such as the nine Census divisions or four 
Census regions. The level of geographic detail available in five individual- 
level data sets is noted in Da Vanzo and Greenberg, Op. Cit. , pp. 67-71. 
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The obvious advantage of this approach is that it allows behavioral 
response conditions to be estimated under circumstances that are as close 
as possible to those that would exist under an actual program. Neverthe- 
less, it is not really possible to duplicate program conditions accurately 
in all respects. Results from an experiment may be distorted by the intru- 
sion of unforeseen changes in euvironmental conditions that are not subject 

1 

to experimental control or by households that do not adjust their behavior 
during a temporary experiment in the same way they would if the change were 
permanent. An additional problem is the so-called Hawthorne Effect: Families 
who are being observed continuously may behave differently from other families 
with similar characteristics simp because they are being studied. 

Possibly the most serious drawbacks of social experimentation have to 
do with cost and time constraints. Such experiments are relatively costly, 
although it is important to recognize that much of the "cost" in an income 
maintenance experiment may be payments made to the low-income persons parti- 
cipating in the experiment. Nevertheless, administrative costs are suffic- 
iently large that experiments tend to be carried out in fairly narrow geogra- 
phic areas, bringing into question the applicability of their results to all 
regions of interest. In addition, experiments do not generate results until 
considerable time has elapsed; policymakers may not be willing to wait until 
relevant experimental results are available. 

THE NQNEXPERIMENTAL APPROACH 

Because experimental data are expensive and time-consuming to generate 
and are subject to biases of unknown magnitude, it is important to consider 
estimating behavioral parameters from nonexper imental data, especially data 
that are already available. Particularly important is the use of such data 



For example, interpretation of the results of the income maintenance 
experiment in Seattle was severely complicated by a drastic increase in 
the city's unemployment rate during the experimental period. See Mordecai 
Kurz and Robert G. Spregelman, "The Seattle Experiment: The Combined Effect 
of Income Maintenance and Manpower Investments," The American Economic 
Review, 61, No. 2, May 1971, 22-29. 

2 

See Charles Metcalf , "Making Inferences from Controlled Income Mainte- 
nance Experiments," American Economic Review, June 1973, and James P, Smith, 
op , cit , 
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to test whether behavioral response parameters vary across regions, thereby 
helping to determine whether the results of a social experiment carried out 
in one geographic area are applicable to other areas. 

As in the case of social experiments, making inferences from non- 
experimental data involves comparing the behavior of households for whom 
wage or income conditions differ. With nonexperimental data, differences 
among households are not artificially induced but are observed under exis- 
ting conditions; this approach is sometimes referred to as a "natural 
experiment." Unlike controlled experiments, differences among households 
in variables other than those of policy interest cannot be "held constant" 
by dividing a sample into randomly selected experimental and control groups 
' -It must be controlled through various statistical techniques. 

Although progress has been made in learning how to use nonexperimental 
data to estimate behavioral parameters, substantial gaps remain and empiri- 
cal results have so far been of limited usefulness to policymakers* There 
are beveral reasons for tliis. Even thougn the conceptionaliy correct cieiini- 
lions of the variables whose relationships are to be estimated are usually 
clear, the transition from theoretically correct variables to measurable 
variables is extremely difficult. The statistical technique used for esti- 
mating the relationships among the variables, once measured, must deal 
correctly with the simultaneity in household decisionmaking; that is, it 
must take account of the fact that one type of behavioral response by an 
indiviJurl — say, a labor supply adjustment — is interdependent with other 
areas of behavior and with the characteristics of other members of the 
household. Finally, the relations estimated between the variables may be 
very sensitive to the sample of households or individuals that is drawn 
from the nonexperimental data. 

The least tractable of the problems involved in estimating the behav- 
ioral parameters tend to derive from the same source: In a "natural experi- 
ment** there may simply be too few occasions when circumstances sufficiently 
approximate those that would occur upon introduction of an income maintenance 
program; that is, we may seldom, if ever, observe in nonexperimental data 
families* reactions to truly exogenous changes in wage rates and income. 
Changes in these variables that would result from introduction of an income 
maintenance program are outside the affected households' control. Wage and 
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income differences that are observed in nonexperimental data, however, may 
liave been strongly influenced by decisions made by the sampled households. 

CONCLUDING SUMMARY 

Table 1 summarizes many of the issues discussed in this paper. The first 
four columns of the table indicate how various behavioral areas may be affected 
by the different provisions of income maintenance programs. The directions of 
the effects are also indicated whenever possible. For example, the income 
guarantee associated with most income maintenance programs is expected to 
reduce hours of work by serving as a substitute for earnings; but to increase 
migration by helping to cover the cost of moving to a new area and of searching 
for a new job, and by providing some income "insurance" if a new job cannot be 
immediately found. Various behavioral effects of program tax rates and other 
program provisions are also listed in the table. 

Table 1 also implies that behavioral responses to program provisions are, 
in turn, reflected in changes in different types of socio-economic indications, 
rince most of the behavioral effects will, in one way or another, affect most 
socio-economic indicators only a single arrow is used to suggest the relation. 
For example, among other things, labor supply effects determine the distribu- 
tion of transfer payments under a program, the market output produced by pro- 
gram participants, and the ultimate cost of the program. Program migratory 
effects would change the interregional income distribution, market output 
within an area, state and local welfare budgets, and, of course, the popula- 
tion distribution. 

In addition to indirectly affecting the indicators through behavioral 
adjustments, income maintenance programs directly change several types of 
socio-economic indicators vis-a-vis transfer payments. That is, certain 
indices, such as those indicating the extent of poverty or how income is 
distributed, would be affected by transfer payments even if no behavioral 
adjustments were made to adoption of an income maintenance program. The size 
of these transfer payments, as the right hand side of Table 1 indicates, is 
determined, of course, by program tax rates, guarantee levels, and other 
program provisions. 

Table 1 suggests that for some behavioral areas, such as labor supply, 
we can be fairly certain a priori about the direction of the effects of income 
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maintenance programs. However, for other areas, such as migration, there 
ar3 several counter-balancing effects and the net result is uncertain, l^at 
is presently not available for any of the behavioral areas is very precise 
predictions of the magnitudes of the effects, particularly at the sub-national 
level. Empirical attempts to estimate the size of income maintenance program 
effects are still at a fairly preliminary stage in terms of yielding reliable 
information to policy-makers, and those research efforts that have been made 
have concentrated mostly on national effects. Ve recommend, therefore, that 
greater future emphasis be placed on the regional implications of proposed 
income maintenance programs. 
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